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THE OWEN-GLASS BILL: GOLD OR LAWFUL 

MONEY, NOTE ISSUE, GOVERNMENT 

BONDS AND SIMILAR QUESTIONS 

THERE has been a rather lively discussion in the papers 
and in Washington upon the question whether federal 
reserve notes should be paid by the Federal Reserve 
Banks in " gold " only or in " gold or lawful money ;" and 
furthermore, whether federal reserve notes should be counted 
as reserves by member banks. 

Let us first see what is lawful money. The answer is: 
gold dollars, silver dollars (not silver certificates), gold certi- 
ficates and greenbacks. Any greenback presented at the treas- 
ury in Washington must be paid in gold. Moreover, as the 
United States have solemnly undertaken to keep all the various 
United States currencies at par, even silver certificates pre- 
sented at Washington would, upon request, be exchanged into 
gold. 

The amended Owen-Glass Bill provides that federal re- 
serve notes are to be payable in gold at the United States 
Treasury and that the notes are to be the obligation of the 
United States. While it is correct that the United States 
must not be permitted to pay " one obligation by another," 
while the United States therefore must pay their notes in gold 
only, there is no reason why the Federal Reserve Banks should 
not redeem any obligation redeemable at their counters by 
paying in lawful money. If the Federal Reserve Banks were 
forced by law not to count lawful money as reserve and if 
they were forbidden to redeem federal reserve notes in law- 
ful money, it would mean that by legislative enactment they 
were obliged to discredit the sacred pledge of the United 
States. It would damage the credit of the United States and 
quite naturally lead to a discrimination between the two kinds 
of notes which the United States have promised to pay in 
gold, a most illogical and unwarranted proceeding. 
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THE OWEN-GLASS BILL 221 

A similar argument must be applied in dealing with the 
federal reserve notes as reserves of meftiber banks. Reserves 
of national or state banks or trust companies have been created 
for the purposes of providing that these institutions should 
have available in currency at all times a certain proportion 
of their deposits, so as to enable them to pay. off immediately 
upon demand substantial amounts of their demand obligations. 

All debts are by law payable in lawful money and the Owen- 
Glass Bill provides specifically that federal reserve notes be 
accepted in payment of all taxes and public dues except cus- 
toms. Is it conceivable that a note which is the obligation of 
the United States payable at the treasury in gold and which 
is receivable for all taxes and public dues as above, shall not 
be considered as legaj tender for any other purpose except the 
payment of taxes? Would Congress enact a law by which a 
bank or a private firm might refuse to accept in fulfilment of 
a contractual obligation a. note issued by the United States 
payable in gold? As long as this note is to be the obligation 
of the United States let us at least be logical and bold about 
it and give to this currency the full recognition and privileges 
to which it is entitled. 

If a national bank could not pay out federal reserve notes 
to any other bank or depositor, how could we expect the 
member banks to give up their gold certificates and take federal 
reserve notes instead? The strength of the "future system 
will depend, however, upon the amount of gold that the 
Federal Reserve Banks are able to assemble in their vaults by 
substituting the new notes for the old United States currency 
now in circulation. But if national banks are to be permitted 
to pay their depositors in federal reserve notes, why should 
such notes not be considered reserve money ? 

Moreover, if a balance with the Federal Reserve Bank is 
to be counted as cash by a national bank, how is it possible 
that a note should not be so counted? Notes could be turned 
into balances and balances into notes. How is it possible to 
discriminate between the two? At the close of business each 
national bank might send over to the Federal Reserve Bank 
or branch its federal reserve notes and have them credited to 
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its account, taking them back the next morning for use as till 
money. In that case the balance over night would count as 
reserve. If the bank happened to keep the notes over night 
in its own vaults, it is claimed that they should not be counted 
as reserve. Could anybody imagine any theory more con- 
fused and untenable? 

In the writer's opinion, there cannot be any doubt whatso- 
ever that the Hitchcock committee errs when it insists that 
federal reserve notes presented for payment at the Federal 
Reserve Banks must be paid in gold alone. They ought to be 
payable in lawful money. Furthermore, it goes astray when 
it bars federal reserve notes as legal reserve for member 
banks. Member banks are to observe only the commercial 
point of view of having a safe proportion of their deposits in 
cash balances or actual cash. Federal Reserve Banks are to 
maintain a safe proportion between their on-demand obliga- 
tions and available lawful money. But it is the United States' 
function and duty to provide for the fulfilment of its own 
promise at all times to pay in gold the notes issued by the 
United States as payable in gold. 

The latest amendment by the Democratic caucus, creating 
a new circulating note to be the obligation of the Federal Re- 
serve Banks and to be secured by the 2% government bonds 
purchased from member banks, can be considered only as a 
most regrettable error of judgment. If, as has been claimed, 
the federal reserve notes must be primarily an obligation of 
the United States, and the Federal Reserve Banks must not 
be permitted to issue the same as their own obligation to be 
guaranteed by the United States, and if, as has been stated 
in justification of this point of view, the people of the United 
States would not consider themselves safe except with a direct 
government note, how can we be expected to consider favor- 
ably this latest proposition? This circulating note of the 
Federal Reserve Banks is to be secured by government bonds 
— is not that a Federal Reserve Bank note secured by a guaran- 
tee of the United States ? 

There is only one difference, that the previous recommenda- 
tions, which were declined, had in mind a note issued by the 
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Federal Reserve Banks guaranteed by the United States, but 
covered by commercial paper, a certain amount of government 
bonds and an ample gold reserve; but all notes were to be an 
equal first lien on the assets of the Federal Reserve Banks. 
The Democratic caucus now provides a 35% gold cover and a 
first lien for the notes of the government, and expects the 
Federal Reserve Bank notes to be absorbed as second mortgage 
notes, apparently without an equal gold protection, while the 
old national bank notes — after the national banks have placed 
the bulk of their cash in the hands of the Federal Reserve 
Banks for the protection of the government notes — are to con- 
tinue as third mortgage notes, until the last remnant of this 
unfortunate national bank circulation shall be redeemed after 
thirty years from the passage of this law ! That the Secretary 
of the Treasury is to be clothed with the power to permit na- 
tional banks to count their own notes as reserve is another 
aberration which suggests the question whether a merchant 
would be kept out of jail if, by permission of the Secretary of 
the Treasury, in making up his balance sheet he counted his 
own promissory notes as quick assets. 

The problem of dealing with the government bonds and the 
national bank circulation is a perplexing one, and we must, 
unfortunately, face the fact that for the next few years at 
least we shall have to be satisfied with some system which 
will not be quite free from theoretical and, to a certain extent, 
actual defects. But should we not try to create a system which 
will shorten as much as possible these years of transition and 
which, after that period, will become logical, sound and 
simple? 

Is it not clear that we must work toward one note issue? 
Think of the anomalous conditions that would arise if on the 
one hand the federal reserve organization, by a liberal policy 
of note issue, should force the national bank notes to quick 
redemption and out of circulation and if, on the other hand, 
at times when the federal reserve policy aimed at contraction 
of circulation, the national banks again began to put out their 
circulating notes. The note-issue policy must cooperate with 
the general discount policy, and both should be thrown into 
one hand as quickly as possible. 
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Sufficient consideration does not appear to have been given 
to the fact that when once the banks have thrown their re- 
serves together with the Federal Reserve Banks — no matter 
whether the circulating notes are still being issued by the 
national banks individually — any obligation to redeem them 
in gold, in case of contraction or foreign demand, will fall 
upon the Federal Reserve Banks and incidentally on the 
United States, which for the redemption of its federal reserve 
notes must rely on the strength and solvency of the Federal 
Reserve Banks. The Federal Reserve Banks, from the point 
of view of gold cover, will have to consider as their own 
obligations the national bank currency, whether or not they 
assume this from the start. 

It would therefore be the wisest and safest plan to assume 
the national bank circulation as rapidly as possible, so that, 
as long as the responsibility rests with the Federal Reserve 
Banks, they will at least at the same time become the owners 
of the assets securing this circulation and so that they may 
receive the benefit of the profits of this circulation, without 
which, it is to be feared, they will not have a sufficient earning 
power. 

However, the taking over of all government bonds at once 
would alienate the country banks, which do not want to forego 
their note-issuing privilege so rapidly, and it would frighten 
a great many individuals, who are unable to perceive that the 
difference is only one of form. Moreover the formal status of 
the Federal Reserve Banks would be greatly weakened with 
respect to the gold cover to be provided against notes issued 
to them by the Federal Reserve Board against these purchases 
of 2% government bonds. Let us assume as the first year's 
balance sheet the following statement, in millions: 

Assets Liabilities 

Discounts $150 Capital paid in $50 

Cash 450 Deposits from Banks 400 

3% Gov't Bonds 350 Treasury 150 

3% One-Year Treas. Notes.. 350 Notes 700 



$1,300 $1,300 
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This would mean a gold cover for notes of 64%, and for lia- 
bilities of 35%, which latter percentage would leave little 
room for a liberal increase of the note issue with which to 
supply the commercial requirements of the nation. If, how- 
ever, we assume that within the next five years it would be 
possible to substitute $500,000,000 new federal reserve notes 
for lawful money in circulation the balance sheet would look 
as follows: 

Discounts $150 Capital $50 

Cash 950 Deposits 400 

3% Gov't Bonds 350 Treasury 150 

3% One- Year Treas. Notes . . 350 Notes 1,200 



$1,800 $t,8oo 

This would show a gold cover for notes of almost 80% and 
for liabilities of about 50% and would leave a high margin of 
safety for the accommodation of the member banks and for the 
status of the Federal Reserve Banks. The further this sub- 
stitution of Federal Reserve Bank notes for lawful money 
circulation proceeded the stronger would become the Federal 
Reserve Banks and with that the positibn of the United States. 

It follows, then : First, there must be only one kind of notes, 
which must be eagerly accepted by the people and the mem- 
ber banks. The federal reserve treasury note must therefore 
have all legal-tender qualities, except payment for customs, 
and must be counted as reserve money by the member banks. 
Otherwise the free substitution of new notes for old will be 
interfered with. Second, as rapidly as this substitution pro- 
ceeds, the Federal Reserve Banks, with the approval of the 
Federal Reserve Board and the Secretary of the Treasury, 
ought to be permitted to increase the purchase and conversion 
of the 2% government bonds. 

How quickly this process can be carried on, nobody is in a 
position to foretell today. It would therefore be a mistake to 
attempt now to lay down a hard and fast program for the 
future. The law should be so framed as to give ample lati- 
tude in this respect to the men to be placed in charge, who 
should be able to meet conditions as they arise. 
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I should suggest that the law be amended so as to provide 
that the Federal Reserve Board purchase from the member 
banks no less than 5% annually of the aggregate face value 
of the 2% United States government bonds outstanding as a 
basis for national bank circulation at the time of the passing 
of the law, but that the national banks be required to turn over 
annually up to 10% of said aggregate amount, in case the 
Federal Reserve Board, with the approval of the Secretary 
of the Treasury, should decide to purchase up to that quota. 
It should furthermore provide that additional amounts may 
be purchased in the open market, in case the Federal Reserve 
Board, with the approval of the Secretary of the Treasury, 
should think this advisable. If this method be applied, the 
national bank circulation could be eliminated within ten years, 
provided the status of the Federal Reserve Banks permitted. 

As the acquisition of the 2% bonds proceeded, the Federal 
Reserve Banks would convert the same half and half into 
United States government 3% twenty-year bonds, and one- 
year United States treasury notes, to be renewed annually as 
provided in the bill. The Federal Reserve Board, with the 
approval of the Secretary of the Tre£isury, should have full 
power to dispose of the twenty-year 3% government bonds. 
They might find it desirable to retain the bulk of these bonds. 
If, however, for the permanent strengthening of the status of 
the Federal Reserve Banks, it should be advisable to dispose 
of a portion of the bonds, the management can be trusted to 
do so in the best manner, adapting itself to the conditions as 
they exist from time to time. No legislative body can fore- 
see now what these conditions will be. The one-year notes 
would normally be held in the treasury of the Federal Reserve 
Banks and form there a most valuable means of combating 
emergency situations as they might arise. They should be the 
free property of the Federal Reserve Banks, and the Federal 
Reserve Board should have full power to deal with them. 

It should be the object of this law to secure under strict 
governmental supervision the best possible board and the most 
efficient management, and to lay down the broad rules upon 
which the future institution is to be run. But no warning can 
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be too emphatic not to attempt to legislate too strictly con- 
cerning questions of administration. I believe it is a fair 
statement that there is not a single member in either house of 
Congress who would feel qualified to undertake the manage- 
ment of this future institution. How then can they be ex- 
pected to prescribe in the law details of administration whose 
effect cannot now be foreseen ? 

This refers not only to the question of government bonds, 
but to the question of discounting. The general principle 
ought to be that — as in the majority of the European central 
banks — normally no paper should be bought having more than 
ninety days to run. Inasmuch as the law as drawn at present 
contains an emergency clause which would enable the board 
to purchase all kinds of obligations of the banks in case of 
need, it appears quite unnecessary to provide, as proposed in 
the Hitchcock amendment, that bills having a maturity up to 
180 days and not to exceed $200,000 might be bought from 
each member bank. This clause looks petty and small, and 
would not warrant the breaking down of an important prin- 
ciple. In a similar way the Hitchcock amendment goes astray 
when it fixes a minimum amount that any bank at any time 
may require the Federal Reserve Banks to rediscount for it, 
and when it determines now the increase in rates for any ad- 
ditional rediscounts the member bank might require. The 
Federal Reserve Banks' management must be trusted to be 
fair and reasonable ; it would be unwise to place it in a position 
where it could be dictated to or where it would have to be 
acting against its better judgment. Instead of laying down 
iron-clad laws, it might be better to insert a broader clause 
which would permit the Federal Reserve Board from time to 
time to establish rules, permitting or requiring the Federal 
Reserve Banks to charge a higher rate than the regfular bank 
rate published, when member banks ask for rediscounts in 
excess of certain limits to be fixed by the Federal Reserve 
Board. This would give the Federal Reserve Banks and the 
Federal Reserve Board a means of protecting themselves, in 
case they found it necessary, but it would not bind their hands 
unnecessarily as long as a healthy supply of legitimate bills 
was offered for rediscount. 
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In closing, the question of the ownership of stock of the 
Federal Reserve Banks might be touched ujyon. This ought 
to be dealt with from a similar point of view. It might prove 
a good basis for a compromise if the member banks, who are 
to be required to subscribe for the stock, were to be per- 
mitted, after three years and with the approval of the Federal 
Reserve Board and the Secretary of the Treasury, to sell all 
or a certain portion of their stock holdings, provided, how- 
ever, that each bank remained responsible to its Federal Re- 
serve Bank for the liability following the stock certificate. If 
this plan were adopted the public would not now be asked to 
subscribe for a stock which during the first few years might 
conceivably not earn its full dividend. The banks, on the 
other hand, would not be required indefinitely to tie up their 
own resources, which part of the scheme appears to be most 
objectionable to them. 

It is not the desire of the writer to go further into a dis- 
cussion in detail of the various sections of the law, but rather 
to confine himself to the above remarks, concerning a few of 
the main points. However, he ventures to hope that his argu- 
ments may have convinced the reader that the amendments 
as proposed by the two Senate committees cannot, by any 
means, lay claim to being considered as final and definite con- 
clusions. Further careful deliberation will be necessary if 
the law is to become as perfect as the nation may justly expect. 
Much as speedy legislation must be desired by everybody, the 
problem appears to demand further open-minded discussion 
by calm and intelligent brains. Rather than to drive it rough- 
shod to a quick conclusion, as a party measure upon which the 
final word has already been spoken, it would seem that the 
shorter and, in the long run, the better way would be for both 
sides to give and take and to agree upon the middle course, 
for safety lies between the cliffs. 
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